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Foreword 
Hundreds of thousands of owners of smal l and growing companies 
across the country can't be wrong ! If you are that unique individual who 
is mot ivated by personal accomp l i shment and st imulated by chal lenge, 
whose enthus iasm knows no bounds, w h o finds it diff icult work ing for 
"someone else," then you probably are (or want to be) a business owner, 
an entrepreneur. Many successfu l owners have started their businesses 
from "scratch," first conce iv ing an idea, explor ing its feasibility, and then 
work ing to bring their idea to fruition. However, in v iew of the fact that 
eight out of ten new businesses fail w i th in the first f ive years, many en-
trepreneurs turn to the purchase of an exist ing business in order to 
reduce the risk of failure. 
It is interesting to note that the same desires that motivate buyers (inde-
pendence, weal th , the f lexibi l i ty to pursue alternative opportunit ies) also 
motivate sellers. Wh i l e this statement seems strange at first, it becomes 
easier to understand w i th the realization that an investment in a c losely 
held business is i l l iquid in nature and may make the pursuit of alternative 
personal or f inancial goals diff icult because of the f inancial and t ime 
demands that a business places on its owner. 
The purpose of this booklet is to point out ways to help you, the entrepre-
neur, successfu l ly purchase or sell a c losely held company. W h i l e explor-
ing the various aspects of a carefully p lanned deal, you wi l l be shown the 
c o m m o n pitfalls that may be encountered and shown ways to avoid 
them. To assist you in understanding the many considerat ions bearing 
upon the purchase or sale of a business, the contents of the booklet have 
del iberately been kept brief, and so all impl icat ions are not d iscussed. It 
is therefore important that you consul t competent professional advisers 
at the beginning of, dur ing, and after consummat ion of any purchase or 
sale. 
If you are an owner who is not currently contemplat ing the sale of your 
business, a thorough reading of this booklet should enable you to analyze 
your company through the eyes of a potent ial purchaser. This analysis 
may point out ways to improve the operat ions of your company as wel l 
as to improve its marketabi l i ty should you desire to sell in the future. 
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Introduction 
This booklet is designed to provide a systemat ic f ramework for evaluat ing 
and implement ing the purchase or sale of a c losely held company. A 
buyer must first identify wh i ch industries should be considered and then 
evaluate speci f ic companies wi th in that industry that wi l l meet his crite-
ria. Alternat ively, a seller must first evaluate his company and industry 
and then identify a group of potential buyers that wi l l meet his goals. 
This search and screen process is the first stage of the f ramework dis-
cussed in this booklet. 
After a group of serious buyers or sellers has been identified, the method of 
financing the deal, the tax consequences affecting the structure of the deal, 
and the valuation of the business must be contemplated simultaneously. 
Because of the complex i t ies, the subjects are d iscussed in individual sec-
t ions of this booklet. 
The final stage of this f ramework is the negotiat ion process. This is the 
cri t ical area in wh i ch all of the above-ment ioned subjects are brought 
together to consummate the purchase or sale of the business. 
The Buy/Sell Decision 
Buy Decision. The process of select ing a business that wi l l fulfil l your 
personal goals can be broken down into the fo l lowing steps: 
• Identify an industry ox industries that are compat ib le wi th your person-
al object ives and/or expertise. 
• Develop financial and operational screening standards for evaluat ing 
companies wi th in that industry. 
• Identify specific companies for potential acquis i t ion. 
• Evaluate these companies using the criteria previously developed. 
There are two basic approaches you may take in your search for prospec-
tive industries. First, look at the industries in wh i ch you have business ex-
perience. Potential acquis i t ion candidates include present or potential 
compet i tors, suppl iers, customers, and your employer. You can also 
examine other industries that have growth potential and in wh i ch exper-
tise may be acquired either personal ly or through use of others having 
substant ial industry experience. 
You should match your exper iences and strengths wi th the part icular 
character ist ics of the industry under considerat ion. (Do what you do 
best.) For example, if you excel at marketing through retail outlets, you 
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wou ld want to choose an industry where retail d istr ibut ion is a key factor 
in success. In this example, you wou ld be caut ious about select ing an in-
dustry requir ing extensive product ion knowledge unless you feel such 
management expert ise can be hired or acquired in the purchase of the 
company. If this is the case, the ex is tence of management w h o wi l l stay 
on after the purchase becomes an important operat ional screening 
criterion. 
After determining a sui table industry or industr ies, you must develop 
standards for evaluating specific companies. These standards, cal led 
"screening criteria," cover both f inancial and operat ional considerat ions, 
and should be considered wi th in the constraints of your acquis i t ion capa-
bilit ies. For d iscuss ion purposes, they are div ided into four categor ies: 
financial, marketing, production and management/administration. 
Financial criteria cover sales, profitability, debt structure and cash f low. 
Sales criteria may be def ined in terms of dollars, vo lume and desired 
growth. Profitabil i ty standards are best expressed as a percentage of 
sales, total assets or net equity, w i th addit ional criteria set for desired 
growth. Debt structure should be analyzed in terms of the amount of 
debt to be incurred and the most desirable repayment schedule. Cash 
f low should be analyzed in terms of both current and future debt service 
and work ing-capi ta l needs. 
Marketing criteria include desired types of product l ines, promot ion 
method, customers, geographic area and distr ibut ion channels. These 
criteria wi l l have already been considered in the industry-select ion pro-
cess; however, they wi l l now need to be def ined more specif ical ly. Per-
sonal desires and expert ise wi l l again play a major role in determining 
these criteria. 
Production criteria must be developed for the type of faci l i t ies, labor 
supply, product ion techniques, capaci ty and technology. Criteria in this 
area are very dependent on the buyer's assessment of the future direct ion 
of the industry and growth potential. 
Management/administration criteria inc lude speci fy ing needed exper-
tise in company management and personnel , assessment of your person-
al leadership style, and the recept iveness of exist ing management to 
change. 
After developing all of the above, determine w h i c h ones are the most im-
portant. Realize that no one company wi l l meet all the criteria, and only 
by having a clear idea of w h i c h criteria are the most cr i t ical wi l l you have 
a chance of select ing the "best" business. 
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Your next step is to identify acquisition candidates. M a n y sources can 
be used to d iscover prospect ive companies . A m o n g the most access ib le 
sources are your business associates, accountants , lawyers, bankers; 
they may have extensive contact w i th bus inesses that cou ld meet your 
criteria. A l s o , information about compet i tors , suppl iers or customers that 
cou ld be potential acquis i t ions can be obta ined from trade-associat ion 
meet ings or personnel w i th in your o w n organizat ion w h o have contact 
w i th such businesses. Finally, the services of an investment broker or an 
intermediary can be used to identify desirable businesses. 
During the process of select ing speci f ic compan ies , be careful to choose 
only those compan ies where a potential for acquis i t ion exists. Some 
owners wi l l openly be searching for a buyer for their bus inesses; how-
ever, others may not admit that they are cons ider ing such a move. In the 
latter cases, there are two ways in w h i c h you can determine if there is 
any potential for a deal. First, examine the f inancial posi t ion of the 
company. Financial problems such as cash shortages or excessive debt 
may indicate that a sale wi l l be necessary to get out of trouble. On the 
other hand, a very profitable business may be a potent ial candidate if the 
owner is looking for a way to get cash out of the business at favorable 
tax rates. 
The second way to determine acquis i t ion potential is to analyze the 
company 's management . Indications of a possible future sale include an 
owner nearing retirement wi th no heirs in key management posi t ions, 
the recent death of the owner whose spouse is not involved in the busi-
ness, or the existence of absentee owners or owners wi th conf l ic t ing 
object ives. 
After you have initially l isted potential candidates, evaluate them in l ight 
of the screening criteria previously establ ished. This wi l l entail a detai led 
examinat ion of the businesses in each of the four categor ies: financial, 
marketing, production, and management. 
In the financial area, you wi l l want to look at several years of historical 
data, focusing on sales growth , profitabil i ty trends, debt levels and struc-
ture, and cash needs. Spec ia l effort should be made to determine the 
causes of histor ical trends and to extrapolate future trends. 
Marketing information should be obta ined concern ing product l ines and 
mix, customer concentrat ion and mix, pr incipal compet i tors, patents, 
t rademarks, market ing strategies and distr ibut ion methods. 
Production analysis includes analysis of technology, capacity, phys ica l 
premises, labor agreements, product ion backlog and concentrat ion of 
suppl iers. Finally, information is needed on the reputat ion of manage-
ment, areas of expert ise of key employees, their leadership styles, and 
degree of dependency on any one member of the management team. 
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Your accountant and attorney shou ld be used in obtain ing and evaluat ing 
the above information about speci f ic companies . Your accountant 
should perform a prepurchase audit to determine the realizabil i ty of 
assets and to determine that all known liabil it ies are recorded. Ordinari ly, 
this is comb ined wi th a "bus inessman 's review" w h i c h analyzes the 
above-ment ioned areas. Your accountant should also be requested to 
put the earnings of several compan ies on a comparab le basis by examin-
ing the under ly ing methods used to determine earnings and preparing 
"comparable earnings" analyses. Your accountant may also assist in 
preparing f inancial forecasts and project ions, inc luding assis tance in de-
veloping assumpt ions on w h i c h to base the forecasts and project ions. 
Your attorney should be used to determine the existence of lawsuits or 
potential legal l iabil i t ies and examine exist ing contracts, leases, tit les 
and other documents . The attorney wi l l also consul t w i th you and your 
other advisers to determine the legal form of the transact ion. Both ac-
countants and attorneys should be able to pinpoint potential tax benefits 
or problems wi th a speci f ic acquis i t ion structure. 
The process of select ing a speci f ic business to acquire is rarely easy or 
clear-cut. However, the process can be greatly s impl i f ied by establ ishing 
desired criteria for an acquis i t ion and obtain ing suff icient information 
about each company to make a realist ic evaluat ion in light of those 
criteria. This process wi l l not guarantee that a m ismatch or a mistake wi l l 
not be made; however, it greatly reduces the chance of such an event 
occurr ing. 
Sell Decision. The preceding sect ion dealt w i th the dec is ions and pro-
cesses a potential buyer faces. N o w let us turn our attention to the seller. 
Briefly, you should analyze your personal objectives, analyze your cur-
rent operations, and identify potential buyers. Let 's begin by looking at 
some of the seller's typical mot ivat ions. 
Before you place the business on the market and enter into the negotiat-
ing stages, personal objectives must be real ist ical ly examined. If your ob-
ject ives do not clearly dictate sel l ing the business, don't was te the t ime 
and effort of potential buyers, w h i c h might result in a tainted reputat ion, 
ul t imately d iscouraging a future buyer. On the other hand, sel l ing your 
business, or a part of your bus iness, may be a key step in attaining per-
sonal object ives. 
It is important to remember that each potent ial seller may have a different 
set of object ives wh i ch wi l l make each sale unique. Addi t ional ly , you as a 
seller may have strong emot ional feel ings about the business. Af ter 
speci f ic object ives are analyzed and your emot ions say "go," the dec is ion 
to sell has been made. 
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Once you 've dec ided to sel l , the quest ions of w h e n to sell and for how 
much must be answered. The best t ime to sell is when your business is 
"at its peak." This p laces you the seller in a posi t ion wi th the most bar-
gain ing power and an abil i ty to sell your business for its full fair market 
value, maybe more. Your business may be at its peak when its operat ions 
become too large to manage personally, you are unable to provide 
needed capi ta l , the company has ach ieved its op t imum market share, etc. 
Before you begin the search for a potent ial buyer, analyze the company 
and its current state of operations. Know the company and its value. 
Know its strengths and weaknesses. Be prepared. This wi l l a l low for more 
effective and inf luential negot iat ions. 
The company should be analyzed in terms of each of the various func-
t ional areas descr ibed previously. In the market ing area, examine current 
and potent ial market share, product strengths and weaknesses, market-
ing distr ibut ion channels , future pr ic ing strategies, industrial trends, 
compet i t ion and possib le future technolog ica l changes. In product ion, 
analyze product costs (raw materials, labor and overhead), avai labi l i ty of 
materials, product l ines and related vo lume, operat ional forecasts, manu-
factur ing faci l i t ies, and research and deve lopment abil i t ies. Management 
must be analyzed for determinat ion of future personnel requirements, 
current levels of talent and expert ise, and transferabil i ty of skil ls. Finally, 
analyses in the f inancial area inc lude est imat ing the company 's future 
capital requirements through the use of cash forecasts and analyzing 
profitabil i ty using breakeven and ratio analyses. 
A t the same t ime you are analyz ing, start to search for potential buyers. 
It is advisable to maintain a file of prospect ive buyers you have been in 
contact w i th over the years. This faci l i tates the identi f icat ion of potential 
buyers w h e n sale is pursued. In addi t ion to personal contacts, other 
sources of potential buyers inc lude trade associat ions, investment bro-
kers, and your bankers, accountants, and lawyers. 
Af ter you 've identif ied potential buyers, determine w h i c h ones are f inan-
cial ly capable of purchas ing your business. Aga in , use your business con-
tacts, credit bureaus and trade journals to rule out buyers who can't 
afford your asking price. Next, determine w h i c h prospects are most likely 
to be interested in your company. Look at your business from each of the 
prospect ive buyers ' s tandpoints, and figure out why each one should 
be interested in your business. W h i l e you're doing this, realize that a 
"synergist ic" relat ionship may result in a higher asking price for your 
company. "Synergy" in this context means that your business wi l l 
contr ibute far more to the operat ions of the buyer than its asking price 
wou ld indicate. It's the element that makes the equat ion 2 + 2 = 5 a per-
ceived reality. 
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Another considerat ion in select ing a potential buyer is the reasoning of 
the purchaser. The highest bidder is not necessarily the best choice of 
buyers. Investigate changes the buyer may be likely to make. For exam-
ple, wi l l he retain employees, cont inue present company pol ic ies and 
procedures, cont inue contracts currently in force, and perpetuate the 
bus iness? 
In any event, seek the advice of both an accountant and a lawyer before 
any serious negot iat ions get under way. Your accountant and lawyer can 
aid in structur ing the sale and highl ight key areas of negotiat ion. Your ac-
countant can aid in the analysis of your business's current operat ions 
through a bus inessman's review. This review may also be made of your 
prospect ive buyer, to determine f inancial strength, reputation and capa-
bility of going through wi th the deal. A l so , accountants can help in the 
preparation of your sel l ing plan and its presentat ion to potential buyers. 
In summary, the sell dec is ion fo l lows a set of processes, the first being a 
def ining of personal goals and object ives. Next, understand your c o m -
pany and determine its potential value to a buyer. Prepare yourself for 
the negotiat ion stages. A n d finally, choose the buyer whose business 
and goals are most compat ib le wi th your own . This a l lows both parties to 
negotiate more easily a deal that is mutual ly satisfactory. 
Financing 
The possibi l i t ies for f inancing a business acquis i t ion are l imited only by 
the creativity of buyer and seller and their advisers. A l though even a sum-
mary of common ly used f inancing vehic les is beyond the scope of this 
booklet, you as either a buyer or seller may be interested in a few creative 
methods to il lustrate that a deal , if otherwise attractive, does not have to 
be left undone for lack of cash. The three categories of "creat ive" f inanc-
ing are seller f inancing, inst i tut ional f inancing and "bootstrap acqu is i -
t ions" (which in fact are not really f inancing at all!). 
Seller financing common ly takes the form of an instalment sale. A wi l l ing 
seller may be persuaded to accept a smal l down payment and a schedule 
of future payments, wh i ch cou ld be made from cash generated by opera-
t ions, in exchange for a higher purchase price or other "kickers" thrown 
into the deal. Many compan ies have been purchased for l iterally no cash 
at all under this c o m m o n form of f inanc ing! 
Institutional financing is especia l ly attractive when real estate or equip-
ment compr ise a major port ion of the purchased assets. Depending on 
locat ion and condi t ion of real estate and equipment, inst i tut ions cus tom-
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arily loan up to 80 percent of appraised value over periods as long as 
thirty years. The required "down payment" may be decreased even more 
if the buyer holds personal col lateral wh i ch can be used to obtain person-
al f inancing of the down payment. A s wi th any transact ion, however, the 
greater the leverage, the greater the risk. 
A popular form of t ransact ion wh i ch uti l izes both seller and institutional 
f inancing is the leveraged buyout. In this t ransact ion, a bank or other 
f inancial insti tut ion may lend up to 90 percent of the purchase price in 
exchange for favorable payment terms offered by the seller, the involve-
ment of key members of management as purchasers, and the abil i ty to 
convert all or a port ion of the funds advanced to an ownership interest in 
the company at some future date. 
Bootstrap Acquisitions 
The bootstrap sale of a corporat ion entai ls using the corporat ion's funds 
to "purchase itself." The business, in effect, uses either its future earnings 
or its present assets to purchase itself. In a bootstrap acquis i t ion the 
seller wi l l draw a large quanti ty of cash out of the corporat ion by having 
the corporat ion redeem most of his shares. Fol lowing the redemption, 
the corporat ion wi l l have a lower market value and lower earnings and 
profits; the buyer wi l l f ind the corporat ion more affordable (he is buying 
fewer shares of stock) and more attractive, as he is buying a corporat ion 
wi th little or no earnings and profits, and thus avoid in the future div idend 
or accumulated-earn ings tax problems. If the redemption and the sale 
are properly handled, both parties should achieve their goals. The seller 
wi l l be taxed at favorable capital-gain rates on the redemption and the 
sale, and the buyer wi l l obtain the corporat ion at a lower price. 
The above are just a few examples used to demonstrate that purchasing 
a business does not necessari ly require large amounts of capital. The 
exact form of f inancing your t ransact ion wi l l depend on the desires of 
both buyer and seller, and should be determined only after extensive con-
sultat ions w i th your banker, tax adviser and attorney. 
Tax Implications (of Taxable Transactions) 
A major considerat ion in the purchase or sale of a business is the effect 
on the tax liability of both buyer and seller. Let's examine the fundamen-
tal pros and cons of a business acquis i t ion from the tax v iewpoint of 
buyers and sellers. 
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The acquis i t ion or d isposi t ion of a business may be structured under one 
of two basic formats: 
• The buyer can purchase the seller's stock. 
• The buyer can purchase part of or all of the seller's assets. 
Although these forms are treated somewhat the same for financial reporting 
purposes, tax consequences can vary significantly. The "best" form of a partic-
ular transaction will depend on the facts and circumstances of each case. 
Often, the tax consequences will dictate the form of the transaction and are a 
major part of the negotiated package. This section discusses the basic tax 
implications of each type of transaction, presents typical ways in which each 
type of transaction may be structured, and discusses certain other considera-
tions every buyer or seller should be aware of. Since the tax implications of ac-
quiring or disposing of a business are very complex, and a poorly structured 
transaction can be disastrous, competent tax advice should be sought as early 
as possible. 
Sale of Stock. Seller's Considerations. Generally, you as a seller wi l l 
prefer the sale of stock to the sale of assets. The tax impl icat ions of a 
stock sale are simpler, and the gain, wi th notable except ions d iscussed 
below, is usually a capital gain, wh i ch , for individuals, means that only 
40 percent of the gain is subject to federal income taxes. But perhaps 
more important, the seller d issociates himself from the business, inc lud-
ing its cont ingent l iabil i t ies, in a stock sale, unless the contract states 
otherwise. 
The start ing point for the seller of stock is the determinat ion of his tax 
basis. Taxable gain or loss on the sale is the difference between the 
amount realized on the sale and the tax basis in the stock. Generally, the 
tax basis of stock is its purchase price, that is, the value in cash or other 
property paid to obtain the stock. 
Generally, any gain or loss on the sale of stock wi l l be capital gain or loss, 
wi th some except ions: 
• If the stock is tainted "sect ion 306" stock (which generally wou ld have 
resulted from a previous corporate reorganization), ordinary income 
could result. 
• If the stock qualif ies as "smal l business stock," $50,000 ($100,000 on a 
joint return) wou ld be treated as ordinary loss, wh i le a gain wou ld re-
ceive favorable capi tal-gain treatment. This "dual treatment" is very ad-
vantageous to a seller. 
• If the stock is redeemed by the corporat ion, d iv idend (ordinary) income 
could result. 
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• If interest is " imputed" (discussed later), favorable long-term capital 
gain cou ld be cal led interest income (subject to ord inary- income rates) 
by the IRS. 
• If the considerat ion received is for other than the transfer of stock 
(such as for the rendering of services or a covenant not to compete), 
ordinary income may result. 
Buyer's Considerations. A n individual w h o purchases corporate stock 
becomes the "owner" of the acquired corporat ion so that the corporat ion 
cont inues in existence under new control . The buyer's tax basis in a cash 
purchase of stock is the cost of the stock, including costs associated 
wi th acquir ing the stock (broker's fees). The purchase of stock in no way 
affects the basis of assets held by the corporat ion, and therefore asset 
values cannot general ly be increased to a l low for higher future deprecia-
t ion, amort izat ion and other deduct ions. However, a buyer that is a corpo-
ration may be able to get this "step-up" in value under sect ion 334(b)(2) 
of the Internal Revenue Code. 
In a section 334(b)(2) transaction, if the buyer's tax basis in the stock is 
greater than the corporat ion's tax basis in its assets, and the fair value of 
the tangib le assets is greater than the corporat ion's tax basis, the buyer 
can obtain a step-up in the tax basis of the newly acquired corporat ion's 
assets, w h i c h a l lows for higher future depreciat ion deduct ions, by 
l iquidat ing the purchased corporat ion in a sect ion 334(b)(2) transact ion. 
To obtain this step-up the buyer must be a corporat ion. 
In this type of a t ransact ion, tax benefits that have been reaped in the 
past may have to be repaid by the seller (recapture). However, these 
benefits wi l l be al located to the assets received and wi l l further increase 
the buyer 's basis in those assets. Addi t ional ly , the tax identity of the 
l iquidated corporat ion wi l l be lost, result ing in the loss of any avai lable 
net operat ing losses, capital loss carryovers, or tax credits. The potential 
advantages to the buyer in a sect ion 334(b)(2) l iquidat ion, e.g., greater 
depreciat ion deduct ions, etc., must be we ighed against the var ious d isad-
vantages such as recapture and loss of carryovers to determine whether 
such a l iquidat ion is beneficial . 
Sale of Assets. Seller's Considerations. In a taxable sale of corporate 
assets, the corporat ion can either: 
• sell the assets, l iquidate and distr ibute the proceeds to the original 
shareholders, or, as occurs less frequently, 
• l iquidate and distr ibute the assets to the original shareholders and 
al low the shareholders to negotiate their o w n sale wi th the buyer. 
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Each possibi l i ty poses different p lanning considerat ions. In short, the se l -
ler's tax concerns in an asset sale (especially a sale involv ing a gain) 
depend upon what the corporat ion intends to do w i th the sale proceeds. 
A l so , s ince the corporat ion itself cont inues after the sale of assets, con -
t ingent l iabil it ies of the business remain the sel ler 's responsibil i ty. 
If the corporat ion plans to sell its assets and distr ibute the proceeds to its 
shareholders in complete l iquidat ion, the formali t ies of the procedures 
and the t iming of the events must be careful ly scheduled. If required 
procedures are fo l lowed, the corporat ion wi l l recognize no gain or loss 
(except on inventory sold other than at a bulk sale, recapture of tax bene-
fits, depreciat ion, etc., and disposi t ion of instalment obl igat ions), and the 
shareholders wi l l treat the property received as an exchange for their 
stock. Note that for years after December 31, 1981 the "LIFO reserve," if 
any, wi l l be recaptured and taxed to the corporat ion. The shareholders 
wi l l general ly have capital gain or loss. For a l iquidat ion to w i ths tand 
scrutiny, a plan of l iquidation must be adopted by the board of directors 
and approved by the shareholders prior to the sale. 
Allocation of Purchase Price to Individual Assets. Once a purchase 
price has been negotiated in total, you should agree on an al locat ion of 
the purchase price to the various indiv idual assets. In this regard, the po-
si t ions of the buyer and the seller are general ly in opposi t ion. The buyer 
of assets wants to al locate as much as possible to depreciable and 
amort izable assets wh i ch wi l l produce future tax benefits, wh i le the 
seller w ishes to reduce ord inary- income treatment by al locat ing the 
purchase price to "capital assets" (such as goodwil l ) if possible. 
The al locat ion of the purchase price to individual assets is general ly the 
result of the negotiat ing process. The importance of al locat ing costs to 
speci f ic assets before coming to f inal agreement on the sales contract 
cannot be underest imated. A unilateral a l locat ion by one of the parties 
after the sale may not be acceptable. If the purchase price is not al located 
to individual assets, both parties cou ld conce ivab ly lose, as they might 
be forced to negotiate an al locat ion agreement w i th the IRS. 
Another negotiat ing point revolves around "covenants not to compete" 
versus "goodwill."A covenant not to compete will result in ordinary-
income treatment for the seller, wh i le the buyer wi l l general ly be able to 
deduct the value of the covenant over its useful life. Goodwill, on the 
other hand, is not deduct ib le because its useful life is indeterminate. In 
spite of this, goodwill is a capital asset, and its sale wi l l produce capital 
gain or loss to the seller. Consequent ly, the buyer wi l l prefer a covenant 
not to compete, whi le the seller wi l l prefer to al locate a port ion of the 
sales price to goodwill. 
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W h e n a depreciable asset is sold at a g a i n , any deprec iat ion taken after 
1961 on personal property may be recaptured as ord inary income. Invest-
ment tax credit taken on the asset may a l so be recaptured. 
Buyer's Considerations. A s d i scussed above, the allocation of the 
purchase price to indiv idual assets is equa l l y important to buyers. Futher-
more, the buyer should determine w h i c h of the assets are el igible for in-
vestment credit and w h i c h are el ig ible for bonus deprec iat ion in the year 
of acquis i t ion. A l though both are subject to l imitat ions, these a l lowances 
can help " f inance" the purchase. 
The corporat ion's tax identity wi l l not fo l l ow its assets. Therefore, in a 
purchase of assets, the buyer does not obtain any net-operating-loss 
carryovers, capital-loss carryovers, etc. The buyer is not bound by the 
sel l ing corporat ion's account ing methods and is free to employ his o w n 
account ing methods, subject to the genera l l imitat ions of the law. 
Other Considerations. The Installment Sales Revision Act, wh i ch is ef-
fect ive for sales made in 1980, makes the insta lment method of purchas-
ing a business even more attractive than before. A s d iscussed under 
"F INANCING," previously, the buyer pays for a business over a per iod of 
years; the seller reports any gain only w h e n payment is received from 
the buyer. 
Imputed interest may result if a deferred-payment contract ar ising from 
an instalment sale does not provide for a reasonable rate of interest. The 
IRS wi l l hold that a port ion of future payments represents interest 
income (rather than a more favorable capi ta l gain) to the seller, and wi l l 
compute this interest at a statutory rate. 
In conc lus ion , the tax impl icat ions of acquir ing or d ispos ing of a business 
are extremely complex. This d iscuss ion was not intended to be a l l -
inc lusive or to explain major impl icat ions in depth, but merely to acquaint 
potential buyers or sel lers w i th major factors they should consider w h e n 
negotiat ing. It is imperative that anyone consider ing purchase or sale of 
a business obtain competent tax advice from an accountant or attorney 
in order to avoid the d isastrous results that could occur if the t ransact ion 
is improperly consummated . 
Valuing the Business 
After dec id ing that you may want to buy or sell a business, the subject of 
"how m u c h " becomes important. Pr ic ing a business is one of the most dif-
f icult aspects of any deal , s ince every business is different. In establ ishing 
a price, you should recognize that buyer and seller are involved in 
making an investment dec is ion. This decis ion must comprehend the a l -
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ternative sources and uses of funds, w h i c h can have a strong impact on 
the f inal price, as wi l l be i l lustrated later. 
This sect ion descr ibes some of the methods that are used in valu ing a 
company and il lustrates wi th the use of a s imple example how these dif-
ferent methods can give wide ly different results. A l though a buyer or 
seller has an unl imited variety of methods to value a part icular company, 
the fo l lowing pages present some of those common ly used. The ult imate 
price of a business wi l l actual ly be set through buyer/sel ler negot iat ion, 
usual ly based upon one or more valuat ion methods. 
Two approaches are common ly used in evaluat ing a c losely held bus i -
ness. The first approach uses the balance sheet to arrive at fair value of 
net assets. The second approach analyzes the future income or earnings 
potential of the company. Each approach has several alternative meth-
ods, and each approach has advantages and d isadvantages. The balance-
sheet methods are general ly less reliant on est imates and forecasts than 
the earnings methods. However, the balance-sheet methods totally 
ignore the future earnings capabi l i t ies of a company. 
The earnings methods are based on future earnings potential. The major 
d isadvantage of these methods is that their approach relies heavily on 
est imat ion and forecasts and therefore on the abil i ty of the est imator or 
forecaster. 
Balance Sheet Methods. Book value is probably the easiest method to 
use. You simply take the total assets as shown in the f inancial statements 
and subtract total l iabil i t ies. The advantage of this method is that the 
numbers are readily avai lable. Its d rawbacks are numerous. The compa -
ny's account ing pract ices wi l l have a big impact on its book value. Book 
value does not reflect the fair market value of assets and l iabil i t ies. The 
fair va lue of patents, t rademarks, and the like may not be expressed, and 
book value ignores earnings potential . Despite these drawbacks, book 
value may be useful in establ ish ing a point of reference when consider ing 
asset valuat ion. 
Adjusted book value is s imply the book value adjusted for major dif-
ferences between the stated book value and the fair market value of the 
company 's f ixed assets and l iabil i t ies. This is obv ious ly a ref inement over 
the plain book value but still has many of the same drawbacks. The ad-
justed book value does give a more accurate representat ion of the value 
of a company 's assets than does book value. 
Liquidation value est imates the cash remaining after the company has 
sold all of its assets and paid off all of its l iabil i t ies. This method assumes 
that a bulk sale takes place, and therefore many of the prices one wou ld 
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get for the assets are lower than "fair market value." A l though this 
method is meaningful for determining a price only if a l iquidat ion is ant ic-
ipated, f inancial inst i tut ions common ly use this method to determine the 
value of assets used as col lateral to secure f inancing. 
Earnings Methods. In using the fo l lowing methods, "earnings" may be 
arrived at in one of three ways . 
• Use an average of the past three to five years' income as an est imate of 
future annual earnings. 
• Use an est imate of future earnings under the current owners ' manage-
ment, adjust ing for inf lat ion and industry trends. 
• Use an est imate of future earnings under the new owners ' manage-
ment, adjust ing for inf lat ion and industry trends. 
Of these methods, the last one is probably most useful to the buyer. The 
major d isadvantage of us ing average historical income is that past cond i -
t ions may not remain the same in the future. A s we are all aware, bus i -
ness condi t ions are constant ly chang ing. In order to be successfu l , one 
has to ant ic ipate and plan for these changes. In order to establ ish a rea-
sonable est imate of future earnings potent ial , known and ant ic ipated 
changes must be adjusted for. 
The first method assumes that historical earnings wi l l remain essential ly 
unchanged, and therefore is a val id indicator of future performance. 
The second method of def in ing future earnings assumes that past 
management is successfu l l , and that this management wi l l cont inue to 
operate the company after the sale. 
The third method analyzes the effect that new management wi l l have on 
future earnings. These effects include changes in market ing strategy, 
manufactur ing technology, and management phi losophy. Another ad -
justment typical ly made is the add-back of business-related expenses of 
a personal nature (for example, the owner 's company car or country-c lub 
membership). These types of expenses should be added back whether or 
not the buyer ant ic ipates having the same types of expenses, s ince they 
are actual ly a return on investment for the owner. W h i l e this reasoning is 
advantageous to the seller w h o wants to show the "true" value of his 
business, the buyer should be alert to the fact that the IRS may later cha l -
lenge these personal expenses, wh i ch cou ld result in an unant ic ipated 
liability for addit ional taxes. 
For the seller, add-back of such expenses increases the earnings upon 
wh ich the sales price wi l l be set. For the buyer, these add-backs present 
a more realist ic picture of the company 's earning power. 
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Once earnings have been def ined, var ious approaches are used to price 
future earnings power. Three of the more c o m m o n approaches are 
capitalized earnings, discounted future earnings, and discounted cash 
flow. 
Capitalized earnings are def ined as average aftertax earnings over a 
specif ied period, d iv ided by initial investment. In using this approach for 
valu ing a company one first sets a desired rate of return. The initial in-
vestment or value is then computed as the average aftertax earnings 
div ided by the desired rate of return. The advantage of this approach is 
that it is easy to use. The major d isadvantage is that the value of the 
company can be grossly overest imated because this approach does not 
take into account the t ime value of money wh ich recognizes that a dollar 
received today is wor th more than a dollar received in the future. 
The discounted future earnings approach initially requires est imat ion of 
aftertax earnings for future years (generally five to ten years) and the 
investor's desired rate of return. Each year's earnings are then d iscounted 
(the process of d iv id ing sums to be received in the future by an assumed 
earnings rate) by the desired rate of return. The sum of these d iscounted 
values is the est imated value (present value) of the company. The as-
sumpt ions used to est imate aftertax earnings for future years are gener-
ally subject to some negotiat ion between the buyer and seller before a 
final valuat ion is reached. 
The inherent advantage of this approach is that future earnings potential 
becomes the investment cri terion, taking into account the t ime value of 
money. Disadvantages include the fact that, like any est imate, future 
earnings cannot be projected wi th certainty. In some cases there may be 
a large element of uncertainty. A n d , it may not be possible to reinvest all 
earnings because of pract ical l imitat ions imposed by the business envi-
ronment and because earnings do not necessari ly take the form of "cash." 
The first d isadvantage can be overcome to some extent by separately 
consider ing opt imist ic, pessimist ic and most- l ikely outcomes for future 
earnings. The second disadvantage can be overcome by using the fol low-
ing method. 
The discounted cash flow approach is essential ly the same as discounted 
future earnings, except that cash f lows rather than earnings are projected 
for each future year. 
No single approach is perfect, and there are limitations with the discounted 
cash flow approach as wel l . Like all of the other earnings approaches, it 
depends upon est imates and assumpt ions, wh i ch carry a large degree of 
uncertainty. General ly speaking, however, this method and the discount-
ed future earnings approaches, when used prudently, can overcome 
these disadvantages to provide reasonable est imates of a company 's 
value. 
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The fo l lowing simpl i f ied example of the Elpmaxe Co. wi l l i l lustrate the 
methods d iscussed above. The fo l lowing assumpt ions are reflected in 
the computat ions. 
• Future earnings are est imated under new management 's phi losophy. 
In your o w n situation, this approach may require adjustment of several 
variables. 
• Earnings wi l l grow at a rate of 20 percent per year. 
• The company records inventory at its LIFO cost, wh i ch does not repre-
sent its current value. 
• The income tax rate, inc luding state and local income taxes, is 
50 percent. 
• The desired return on investment is 15 percent. 
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EXHIBIT A 
E L P M A X E CO. 
Balance Sheet 
December 31, 19X0 
12/31/X0 
(in 000s) 12/31/X0 
Current Asse ts $3,380 Current Liabi l i t ies $1,990 
Fixed Asse ts 3,670 Long-Term Debt 
Total Liabi l i t ies 
Stockholders ' Equity 
3,055 
5,045 
2,005 
Total Asse ts $7,050 
Total Liabi l i t ies 
and Stockholders ' 
Equity $7,050 
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EXHIBIT B 
E L P M A X E CO. 
Statement of Income 
December 31, 19X0 
12/31/X0 
(in 000s) 
Sales $20,000 
Less—Opera t ing expenses 18,500 
Earnings Before Taxes 1,500 
Less—Taxes (.50) 750 
Earnings After Taxes $ 750 
Summary of Earnings for Last Four Years: 
Earnings after taxes for year end ing: 
December 31 , 1 9 W 9 675 
December 31 , 1 9 W 8 607 
December 3 1 , 1 9 W 7 547 
December 31 , 1 9 W 6 492 
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EXHIBIT C 
E L P M A X E CO. 
Projected Five-Year Earnings and Cash Flow 
Earnings 
After Taxes Cash Flows 
Year (in 000s) (in 000s) 
19X1 $1,350 $ 779 
19X2 1,620 935 
19X3 1,944 1,122 
19X4 2,333 1,346 
19X5 2,799 1,615 
A S S U M P T I O N S : 
1. Earnings and cash f lows were adjusted by adding back personal 
expenses of owner. 
2. Earnings and cash f lows grow at a rate of 20% per year. 
NOTE: In an actual buy/sel l s i tuat ion, one should make growth projec-
t ions for sales, operat ing expenses, capital expenditures, etc., 
separately rather than s imply projecting a growth rate for earn-
ings and cash f lows alone. 
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EXHIBIT D 
E L P M A X E CO. 
Methods of Valuation 
"Balance-Sheet" Methods  
(000s) 
I. Net Book Value 
Total Stockholders ' Equity (represents assets net of 
liabilities) (Exhibit A) $ 2,005 
II. Ad justed Net Book Value 
Net Book Value (above) $ 2 , 0 0 5 
Plus: 
Excess of appraised replacement value over book 
value of f ixed assets (Note 1) 3,330 
LIFO reserve (Note 2) 500 
Value of patents not on books 50 
Ad jus ted Net Book Value $ 5,885 
III. L iquidat ion Value 
Net Book Value (above) $ 2 , 0 0 5 
Plus: 
Excess of appraised l iquidat ion value over book 
value of f ixed assets (Note 3) 2,430 
Less: 
Deficit of appraised l iquidat ion value over book 
value of inventory (Note 3) (100) 
Income taxes due upon l iquidat ion (Note 4) (1,165) 
Liquidat ion Value $ 3,170 
NOTES: 
1. Appraiser 's opinion of cost to purchase assets of similar age and con -
dit ion at their present retail value. 
2. Inventories are carried at LIFO value, w h i c h is below their current 
cost. The present owners adopted LIFO in order to reduce income 
taxes. 
3. Appraiser 's opinion of value if f ixed assets and inventory were to be 
sold in bulk at a forced sale. 
4. Represents income taxes to be paid if assets and liabil it ies were 
l iquidated according to the above values. 
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EXHIBIT E 
E L P M A X E CO. 
Methods of Valuation 
"Earnings" Methods 
Capital ized Earnings 
Average Earnings Over Past Five Years (Exhibit B): 
1 9 W 6 
1 9 W 7 
1 9 W 8 
1 9 W 9 
19X0 
Total 
Average Earnings 
Div ided by Investor's Desired Rate of Return (Note 1) 
Resul t—Value of Company Based on Accoun t i ng 
Rate of Return 
II. Discounted Future Earnings 
(1) 
Future 
Year 
19X1 
19X2 
19X3 
19X4 
19X5 
Total 
Aftertax 
Earnings 
(Exhibit C) 
$ 1,350 
1,620 
1,944 
2,333 
2,799 
$10,046 
(2) 
Present Value 
Factor—Assuming 
15% Return (Note 1) 
1 
(1 .15) 
1 
(1 .15) 
1 
(1 .15) 
(1 .15) 
(1 .15) 
1 = 
2 = 
3 = 
4 = 
5 = 
$ 492 
$ 547 
$ 607 
$ 675 
$ 750 
$3,071 
÷ 5 
$ 614 
15% 
$4,093 
(3) 
Present 
Value of 
Aftertax 
Earnings 
(1) X (2) 
.870 $1,174 
756 1,225 
657 1,277 
572 1,334 
497 1,391 
$6,401 
The value of E L P M A X E CO. under this method is $6,401,000. 
2 0 
1 
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III. D iscounted Cash Flow 
(1) 
Future 
Year 
19X1 
19X2 
19X3 
19X4 
19X5 
Total 
Estimated 
Cash Flow 
(Exhibit C) 
$ 779 
935 
1,122 
1,346 
1,615 
$5,797 
(2) 
Present Value 
Factor—Assuming 
15% Return (Note 1) 
(3) 
Present 
Value of 
Cash Flow 
(1) x (2) 
$ 678 
707 
737 
770 
803 
$3,695 
The value of E L P M A X E CO. under this method is $3,695,000. 
NOTES: 
1. The actual return an investor wi l l use depends upon his cost of capi ta l , 
as wel l as the perceived risk inherent in a part icular investment. The 
riskier an investment is, the higher the return should be. 
2. A l l three of these methods ignore "terminal value," i.e., the value of the 
company at the end of five years. Whe the r terminal value is taken into 
account depends upon facts and c i rcumstances appl icable to the par-
t icular t ransact ion under analysis. 
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1 
1 
(1 .15) 
= .870 
1 
2 
(1 .15) 
1 
(1 .15) 
3 
1 
(1 .15) 
1 
(1 .15) 
4 
5 
= .756 
= .657 
= .572 
= .497 
EXHIBIT F 
E L P M A X E CO. 
Summary of Results 
(000s) 
Net Book Value (Exhibit D) $2,005 
Ad jus ted Net Book Value (Exhibit D) $5,885 
Liquidat ion Value (Exhibit D) $3,170 
Capi ta l ized Earnings (Exhibit E) $4,093 
Discounted Future Earnings (Exhibit E) $6,401 
Discounted Cash F low (Exhibit E) $3,695 
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A s demonstrated, the values of E lpmaxe Co. vary widely, depending 
upon the method used. The actual value of E lpmaxe Co. depends upon 
wh i ch method is the most appropriate. The sel ler shou ld argue that 
capi tal ized earnings (yielding the highest value) is the most appropriate 
method. Wh i l e the buyer cou ld argue that net book value is the most rele-
vant, the dif ference between net book value and any of the "earnings" 
values is so great that one must object ively conc lude that the net book 
value of the company is irrelevant. The buyer w o u l d therefore argue that 
one of the other methods, y ie ld ing a lower value than capital ized earn-
ings, is most relevant. 
After making the computat ions d iscussed on the preceding pages, a few 
addit ional valuat ions should be cons idered. If information on sales of 
compan ies in the industry can be obta ined (talk to your accountant , 
lawyer, broker or intermediary), several compar isons can prove to be 
meaningful . 
Price/earnings ratios (the price of a company div ided by aftertax earn-
ings) are useful in determining the price investors are wi l l ing to pay for 
the earnings power of companies in the industry. A major advantage of 
us ing pr ice/earn ings rates (P/E) is that these f igures are readily avai lable 
for publ ic ly held companies in the industry—just pick up the stock-
market sect ion of your daily newspaper. A l t hough P /Es for publ ic ly 
traded compan ies are not comparab le w i th ratios computed for c losely 
held businesses because of the inherent dif ferences in the two types of 
entit ies, such a compar ison may provide an access ib le reference point 
f rom w h i c h to value your company. 
Price/book-value ratios (the price of a company div ided by its book 
value) indicates the premium investors have paid for companies in the in-
dustry. W h i l e these stat ist ics are usual ly not readily avai lable for c losely 
held companies , they are easily computed for publ ic ly held companies 
using information avai lable to the general public. These ratios may then 
be used in providing a reference point for valuing your company. 
The purpose of this chapter was to il lustrate the range of possible values 
for a single business. You as the buyer or seller choose the method (or a 
combinat ion of methods) that supports your price. After choos ing your 
price, list the reasons why your method produces the best results and 
provide logical support for these reasons. N o w you are ready to enter the 
phase at w h i c h price wi l l actual ly be determined, the negotiat ions. 
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Negotiation 
Negot iat ion is a del icate, cruc ia l , and often frustrating part of a 
purchase/sa le because the buyer and seller have conf l ic t ing goals ; each 
part ic ipant wants to get the most for what each has to offer. However, it 
is at this point that the seller of a business may have the advantage. It is 
the seller who knows exact ly what he is sel l ing and exact ly what he 
wants to receive. The buyer is left w i th an element of the unknown no 
matter how thorough his inquir ies may have been. Therefore, caveat 
emptor should be the rule in any ser ious negot iat ions . . . "let the buyer 
beware." 
In making the initial contact w i th a prospect ive buyer or seller there are 
some general guidel ines to be fo l lowed. These are prel iminary steps that 
should be taken before any serious d iscuss ions regarding the cu lminat ion 
of a t ransact ion are held. 
• Understand the business. The seller may already assume that he has 
adequate knowledge of his bus iness to enter into negotiat ion. How-
ever, a review of the business 's key operat ional areas by both buyer 
and seller wi l l al low d iscuss ions to proceed in an orderly fashion. A n 
out l ine of the business's f inances, its management and its overal l v i -
abil i ty in the marketplace can be a start ing point in attaining an assess-
ment of the business on w h i c h both parties can agree. 
• Seek professional help. Professional advice of accountants, attorneys 
and investment bankers exper ienced in acquis i t ions can help to insure 
that a satisfactory agreement wi l l be reached. Their exper ience wi l l be 
helpful not only in the subt let ies of the c los ing , but in the valuat ion as 
we l l . However, all professionals should be expected to provide refer-
ences. A n individual or intermediary whose compensat ion is cont in-
gent on culminat ing the deal is of no value to the buyer or seller. 
• Evaluate the other person. Before any detai led strategy is out l ined for 
negot iat ions there should be some understanding of the other part ic i-
pant 's point of v iew. Strategies can vary depending upon an owner 's 
reasons for sel l ing or a buyer 's reasons for purchasing. For example, an 
owner interested in raising capital for another venture wi l l most likely 
have different interests in terms of the structure of the deal than an 
owner w ish ing to retire. A n initial meet ing to d iscuss each other's ex-
pectat ions, wi thout arguing over speci f ic detai ls, could go a long w a y 
to initiate the preparation of an attractive offer. 
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• Assess your strengths and weaknesses. Developing an effective 
strategy requires not only knowing the other person's posi t ion, but 
knowing your o w n posi t ion as wel l . A n outl ine of the strengths and 
weaknesses of your posi t ion should be prepared before any negot ia-
t ions take place. Professional advice concern ing exploi tat ion of your 
strengths and defense of your weaknesses wi l l help to give you an ade-
quate backup for any d iscuss ions that may arise. 
• Be realistic. Negot iat ion, by defini t ion, is the mutual d iscuss ion of the 
terms of a t ransact ion or agreement. In d iscuss ing the formation of a 
mutual ly sat isfactory arrangement there wi l l undoubtedly be conf l icts. 
If you realize that these conf l ic ts are inherent parts of the negot iat ion 
process, then the negot iat ions wi l l proceed wi th a m in imum amount 
of frustration. 
Before cr i t ical negot iat ions, you should properly develop a negotiating 
plan that is commensura te w i th your goals and object ives. The key is to 
prepare yourself ; this inc ludes having a backup posi t ion for any state-
ment or offer you make that may be contested or f latout rejected. 
Maneuver the inevitable arguments to support your posi t ion. A long 
these lines, before you're backed into a corner, shift the burden onto the 
other party's shoulders. 
Jus t as arguments are inevitable, so are demands that wi l l seem non-
negotiable to you. W h e n this arises, test the other party to see if the 
demand is sincere. This can be done by chang ing the d iscuss ion to an 
area where no reasonable person wou ld disagree. If you still d isagree 
w h e n returning to the "nonnegot iable" point, the other party's demand 
may be sincere and you may wan t to w i thdraw from further negotiat ions. 
Then again, this may be an ideal s i tuat ion for a strategic trade-off. You 
cou ld give in on this part icular demand to gain (at present or further into 
the negotiations) a point that is of s igni f icant importance to you. 
Be low are some suggest ions for the buyer and the seller respectively. It 
should be noted that one of the most cr i t ical steps in buying or sel l ing 
your company is to be able to look at it from the perspect ive of the other 
side. Both the buyer and seller should sell themselves as legit imate par-
ties interested in the buy/se l l dec is ion at hand. It's important not just to 
hear but to truly understand what the other party is say ing. This wi l l e l im-
inate a lot of fruitless d iscuss ion and was ted time. 
Suggestions for the Buyer. A t the t ime of the initial contact , at all costs , 
avoid the cheapest deal. You should be looking for the best total t ransac-
t ion. Agree on general l imits of the price and the structure of the deal , 
but avoid initial conf l ic ts relating to any detai ls pertaining to these areas. 
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You may consider stat ing that: 
• Sales project ions are too high because of, e.g., management 's depar-
ture or nepot ism in the field. 
• Product ion costs are too low because of inflation or startup costs. 
• Market ing costs are too low s ince you must spend more to maintain 
sales or cl ients. 
• Risks of a "new" venture are great. 
• Debt servic ing of purchase price is signif icant. 
Suggestions for the Seller. A t the initial contact , you as the seller 
should be satisf ied w i th your asking price. W i t h the except ion of mate-
rially relevant information, don't represent what is not asked. Mos t impor-
tant, cons ider several potential buyers. This may result in obtaining a 
higher price than original ly cons idered, and the t ransact ion should more 
closely fo l low your terms. 
You may consider stat ing that: 
• Sales are low because you haven't at tempted to expand (if this is a 
true statement). 
• Product ion costs are adjusted for inflation, and the product is price 
elast ic. 
• Admin is t ra t ive costs are inflated because, e.g., personal expenses 
have been run through the business, family members are employed. 
• Risk is negl igible in an establ ished business. 
• Debt may be readily obtained because of high value of bui ld ing and 
equipment . 
W h e n it comes t ime to c lose the deal , the buyer should review and con -
firm (through an audit or other means) all pert inent information. Now 
you're ready for the contract. A l t hough your attorney should be involved 
early on in negot iat ions and can advise you of key contract provisions, all 
contracts should inc lude: 
• Cont ract price and payment terms 
• A def ini t ion of what is being sold (e.g., "all of the outstanding stock," 
"net assets") 
• A list of l iabil it ies to be assumed by the buyer 
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• Sel ler 's warranties 
• Sel ler 's obl igat ions prior to c los ing 
• Condi t ions that are the buyer's obl igat ions at the t ime w h e n buyer as-
sumes risk of loss 
• A covenant not to compete 
The contract should also provide that a lien and title search be conducted to 
determine that ownership of assets and related liens is as represented by the 
seller. 
In c los ing , look for a "synergist ic t ransact ion" ; that's one in w h i c h the 
total is greater than the sum of all the individual company parts or indi-
vidual 's goals and object ives. 
Don't forget to "rehearse" your part in the negotiat ions. Finally, don't 
make a deal that favors only you. This type of deal causes animosi ty and 
may end up in court. 
Conclusion 
The successfu l purchase or sale of a smal l business starts wi th an analy-
sis of your personal goals and object ives, and cont inues wi th the design 
of a deal des igned to fulfil l them. After careful planning and analysis, 
inc luding valuat ion of your business, f ind the right buyer or seller and 
begin negotiat ion. If you've done everything right, the result wi l l be a 
t ransact ion that satisfies both you and the party sitt ing on the other side 
of the negot iat ing table. 
The issues d iscussed throughout this booklet present but a brief sketch 
of the successfu l sale or purchase transact ion. A s readers of this booklet 
wi l l typical ly have little exper ience in purchase or sale t ransact ions, and 
since any part icular t ransact ion the reader may be contemplat ing wi l l 
represent a signi f icant investment of t ime and money, the importance of 
sound professional advice cannot be over-emphasized. Adv isers such as 
accountants , attorneys, bankers or intermediaries who have signi f icant 
exper ience in these types of t ransact ions should be consul ted as early in 
the process as possib le in connect ion wi th your analysis of personal 
goals and object ives. Their adv ice should be sought frequently dur ing 
the entire process to assist you in making informed dec is ions that wi l l 
achieve the desired results. 
How Deloitte Haskins & Sells Can Help YOU Buy or Sell a Business. 
Our firm is capable of serving you in every stage of the buy/se l l process. 
A brief summary of services customar i ly provided at each of these stages 
is as fol lows: 
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Buy/Sell Decision 
• Provide industry data to assist buyers in select ing potential industries 
and in evaluat ing part icular companies in light of industry 
performance. 
• Ass is t buyers in f inding companies by determining acquis i t ion criteria 
and searching our data base of companies being offered for sale. 
• Ass is t sellers in f inding buyers by incorporat ing essential data in our 
data base. 
• Ass is t seller in maintaining conf ident ial i ty by releasing only informa-
tion a potential buyer needs to know. 
• Provide information on the buyer to the seller to aid in seller's assess-
ment of the other party's capabil i ty. 
• Conduc t a "bus inessman's review" of either buyer or seller to assist 
sellers in evaluat ing buyer's capabi l i t ies and phi losophy, and to assist 
buyers in making initial assessments of potential acquis i t ion 
candidates. 
• Prepare proforma f inancial information by p lacing several acquis i t ion 
candidates on comparable bases of account ing to assist the buyer in 
select ing a company. 
Financing 
• Provide consul tat ion regarding appropriate forms of f inancing, and 
assist in determining possible sources of funds. 
• Ass is t in compi l ing forecasts, project ions and other data required by 
f inancial institutions prior to loan approval. 
Tax Services 
• Ass is t buyers, sellers and their advisers in determining the tax effects 
of possible forms the transact ion might take. 
• Ass is t in secur ing IRS rulings on quest ionable aspects of a t ransact ion 
in order to avoid a possible tax disaster upon subsequent IRS audit. 
• Determine statutory requirements of the chosen tax structure, and 
assist in meeting these requirements. 
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Valuation 
• Compi le proforma project ions that give effect to buyer/sel ler assump-
tions regarding future operations. 
• Ass is t in valuing the company using reports of appraisers, forecasts 
and projections, and information regarding similar sales in the industry 
and geographic locat ion under considerat ion. 
• Assess the validity of other party's assertions support ing a part icular 
valuat ion. 
• Conduc t a prepurchase audit to determine validity of f inancial data 
provided by the seller. 
Negotiation 
• Consul tat ion regarding development of key negotiat ing points and 
possible alternative posit ions. 
• Evaluat ion of counterproposals to assess their impact on the 
transact ion. 
For further information about our smal l business services, please 
contact : 
• Your nearest Deloitte Haskins & Sel ls office 
• Or wr i te: 
Smal l Business Services Department 
Deloitte Haskins & Sel ls 
1114 Avenue of the Amer i cas 
New York, NY 10036 
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